DCCUNMENT RESUME
05321 - [ B0685598]

[HEN®*s Proposed Settlement of Nutstanding Disputed State Claias
for Social Services]). HRD-78-78; RRD-78-8C; B-164031(3). March
6, 1978. 7 pp. ¢ 3 enclosures (4 vp.).
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Issue Area: Pedernily Sponsored or Assisted Incoae Security
Programs: bPayment Processes, Procedures, and Systeas (1369j}.

Contact: Human Resources Div,

Budget Puaction: Ipcome Security: Public Assistance an? Other
Incore Supplements (604).

Organization Conc.:cned: Departsent of Health, Education, and
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Congressional Belevance: House Commitice on the Judiciary; House
Committee on Ways and Means; Senate Cosmitiee on Finance.
Rep. Al Ullman; Pep. Peter ®W. Rodino, Jr.; Sen. Russell B,
lorpg.

Authority. S. 2360 (95th Cong.). Social Security #Act.

Pr-~posed legislatios would settle State «laims for
reimbursement of social services cos*s whethker or nct the claiwms
are currently in dispute. As of June 1377, the Department of
health, Education, and Welfare?s (HEHW's) records showed that
there wvere 181 claiams totaling $3.986 billion for social
services costs that were deferred or disalloved by HER and were
ocutstanding., Most of the dispnted claims occurred vhen HEW
disalloved thes, c¢ither before or after they were paid, and the
States reqnested reconsideration o: the disailcwances. According
to HEW, because of limited statf, not all States® claiws are
reviewed in detail whern thev are subsitted. The following were
noted in connection with HEH'S proposed settlement: the disputed
claims covered will be settled without regard to their validity;
the Office of Managesent and Budget would grobably muake about
$543 miliicn available to settle the unpaid claiss; the foraula
to be used for the settlement of unpaid claims is a modification
by tae States of an HEW proposal; the States would be paid or
would keep from 50% to 100% of their total paid and unpaid
claims; and both paid and unfaid claiss were disallowed by HEW
for the same reasons. Seven Kew York claims account for $1.804
billion of the $2.390 biilion involved in the settlement.
According to HEW, the purpcse of the propozed legisliation is to
"wipe the slate clean" of all social services claims for
expenditures made by States before Octcocber 1, 1977. (ERS)
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The Honorable Russell B. Long
Chairman, Committee on Finance
United States Senate

Dear Mr. Chairman:

On January 25, 1978, we briefed your Committee staff on
our on-going review of the Department of Health, Education,
and Welfare's (HEW) System for settling certain disputed State
claims. Following the briefinygs we ware azked to provide in-
formation for use in considering S. 2360, to supplement the
information provided your Committee by HEW. This bill would
authcrize an appropriation to reimburse certain expenditires
for social services provided by the States before October 1,
197s5.

According to HEW, if enacted, tiiis bill would settle
States' claims for reimbursement of social services costs,
whether or not the claims are currently in dispute. Until
October 1, 1975, these costs were incurred under titles I,
IV, VI, X, XIV, ard XVI of the Socjal Security Act. Since
then, social services costs have been incurred under title XX
of the act, which established a new social services program.

In addition to the information provided by HEW on the
proposed settlement, we are providing information about

--the total claims outstanding as of June 1977,

~-the nature of the claims being settled,

--the unique aspects of New York's large claims,

--the claims for costs incurred after October 1, 1975,
which will remain outstanding after the settlement,
and

-~the effect of the seztlement on undisputed paid claims.

HRD-78-80
(105041
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TOTAL CLAIMS OUTSTANDING

HEW's records showed that there were 141 claims tocaling
about $3.988 billion for social services costs that were de-
ferred or disallowed by HEW and were outstanding as of June
1277. These claims are comprised of

--74 disputed claims by 28 States totaling about $2.576
billion reported by HEW as the claims being settled;

-=7 claims by New York totaling about $1.021 bil.ion
which, accorZing to HEW, will be written off with no
monecary eftect to the Federal Government; and

--t) disputed claims by 24 States totaling about $391
million tor costs incurred after October 1, 1975,
which will remain outstanding after the setctlement.

NATURZ_GF DISPUTED
CLAIMS BEING_SETTLED

Most of the disputed clajims being settled occurred when
HEW disallowed them, either before or after they were paid,
and the States requested HEW to reconsider the dicsallowances.
HEW disallows a claim based on its review of a State's claim
when it is submitted or on an audit or review made after the
claim has been paid. 1If, based on a State's request, HEW re-
considers and upholds the disallcwance, States can appeal to
the Federal courts. HEW's reconsideration process and liti~
gation in the courts are the formal wrocesses for settling
disputed claims. Some of New York's disputed claims involve
the approvability of State plan amendments rather than HEW
disallowances based on a review of expenditures, (See p. 5.)

Faced with a large number and dollar amount of disputed
claims outstanding, some of which have been in dispute since
the early 1970's, HEW in March 1977 decided to negotiate a
settlement with 23 States which had claims outstanding for
costs incurred before October 1975. An HEW official said
that it was decided to negotiate a settlement with the States
because otherwise several years ané numerous and expensive
court proceedings would be required to resolve these disputes.
From August 1975 to mid-January 1978, HEW settled only seven
disputed social services claims totaling about $2 million.

HEW's Office of the Undersecretary negotiated the settle-
ment with the 28 States. Rccording to HEW, in negotiating the
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settlement, no attempt wac made to determine the vaiidity
of the claims or %5 assess the merits of either HEW's or
any State's position on any d‘sputed claim. However, as
part of the <~ttlement, HLW is requiring the States to
certify that -ue amounts claimed were actually spent.

HFW's financial records showed that zs o~ September 13,
1977, the disputed claims for the 28 States totaled about
§$2.576 billion Jor social services expenditures made from
1969 until October 1, 1975. This amount includes $1.738
bi. .ion which HEW had not paid the States and $838 million
which it had paio. EEW gave the States s listing showing
the amounts on its records fur each State's outstanding
claims, and acked them if the amounts were correct.

Through negotiations, HEW's listing was revised to show
what each State considered to b2 the correct amount of its
claims to be settled. The revised listing showed a total of
$2.390 billion (51.560 billion unpaid and $820 million paid)
compared to HEW's total of $2.576 biilion. i.EW accepted the
revised amounts as the basis for negotiating the settlement,
with the difference of $186 million on its records ($2.576
billion - $2.390 billion) to be written off. According to
an HEW official, each of the 28 States will be required to
submit a certification of its claims signed by the State
Governor.

On October 5, 1977, HEW anncunced that it had reached an
agreement with the 28 States to resolve the $2.390 billion in
disputed claims., As reported by HEW, under the terms of the
agreement, 19 States with unpaid claims of $1.560 billion
would receive $532 million distributed on a formula basis.

Of the 19 States, 13 alsc had paid ciaims and would retain
their portion of the $830 million they had alreadyv received.
The remaining nine States had only paid claims and likewise
would retain their portion of the $830 million. Enclosure I
shows the amounts and.percentages cof the total disputed claims
(paid and unpaid) each State would be paid or would keep.

An HEW official told us that HEW agreed to allow the
States to keep the $830 million because at the time of pay-
ment HEW believed the claims were valid. We determined, how-
ever, that the claims included in the $830 million were not
reviewed in detail by HEW to determine their validity before
they were paid. One paid New York claim for about $359 mil-
lion has never besen reviewed in detail. This claim is dis-
cussed on page 5.
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According to HEW, because of limited staff, not all
States' claims are reviewed in detail when they are submitted.
Claims paid without detailed review are paid subject to post-
audit or follow-up review. The paid claims included in the
proposed settlement were not disallowed at the time they were
submitted. HEW disallowed most of these claims based on au-
dits or reviews made aftcr they were paid. The States then
asked for reconsideration of the disallowances. Conversely,
HEW reviewed and disallowed most of the unpvaid claims when
they were submitted and the States then asked for reconsider-
ation of the disallowances. The exceptions to these proce-
dures are New York's claims which are discussed on page 5.

Regarding HEW's proposed settlement, we noted the fol-
lowving:

--The disputed claims covered will be settled without
regard tu their validity.

--The Office of Management and Budget advised HEW that
about $543 million could probably be obtained to set-
tle the unpaid claims.

--The formula to be used for the settlement of unpaid
claims is a modification oy the States of an .LEW pro-
posal and will result in States receiving from 23 to
58 percent of their unvaid claims.

~--The States would be vpaid or would keep from 50 to 100
percenc of their total paid and unpaid claims., (See
enz. I.)

--Both paid and unpaid claims were cdisallowed by HEW for
the same reasons, such as expenditures f~r services not
covered by approved State plans. The total benefit to
each State under the proposed settlement depends solely
on whether its .claims are paid or unpaid. For example,
Illinois had paid claims totaling about $188 million
and Massachusetts had unpaid claims totaling about $142
million which werr. all disallowed because reimbursement
would have resulted in supplanting rather than supple-
menting State expenditures. Under the agreement, Illinois
would keep the $188 million and Massachusetts would re-
Seive $75 million of the $142 million.

--If HEW applied the formula to both the paid and unpaid
claims the 28 States in total would repay $85.7 million.
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Enclosure I shows the amount each State wouid keep or
receive urder HEW's aqreement ccmgaved to the amount
each would receive or pay if the firmula were applied
to all claims.

UNIQZZ ASPECTS OF
NEW YORK'S LARGE CLAIMS

Seven New York claims account for $1.404 billion of the
$2.390 billion ‘nvolved in the settlement negotiated with
the 28 States. According to HEW, in addition to the $1.404
billion, seven other New York claims totaling $1.021 billinn
would be settled if the proposed legislation were enacted.
An HEW official said these claims would be settled because
they are for costs incurred before October 1, 1975, and the
effect of the legislation is to settle all such claims. The
following table shows the total number and amount of New
York's claims being settled.

Number Amount
(billions)

Included in the $2.390 biilion
negotiated settlement 7 $ 1.404

Claims for costs which exceeded the
State's social services allotment

ceiling duriag 1973-75 (note a) 7 1.021
Total 14 $ 2.425

a/New York claimed the amounts that exceed~d its social
services allotment ceilings as contingent claims to
offset any future disallowances of amounts claimed to
reach its annual ceiling.

All claims by States other than New York included in the
$2.320 billion were in HEW's formal reconsideration process.
However, of New York's $1.404 billion in claims, only about
$233 million was in this process. According to HEW, the re-
maining $1.171 billion was not reviewed in detail because it
was claimed under State plan amendments submitted in December
1971 and was not allowable because the amendments were never
approved. 1In July 1972, however, HEW paid New York about
$359 million for the initial claim of the $1.171 billion in
anticipation that the amendments would be approved. The
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$359 miliion is included in the $830 million that HEW is
allowing the States to keep in the proposed settlement. The
remaining $8:~ willion of the $1.171 billion was not paid by
PEW and is part of the $1.560 billion in unpaid claims to be
settled. New York will oe paid about 23 percent of this $812
million.

Most of the $1.021 billion for amounts that exceeded the
ceiling is also for costs claimed under the State's unapproved
plan amendments. According to HEW, however, these claims
would not have been payable even if the amendments had been
approved. Therefore, these claims are LO be written off with
no monetary effect to the Federal Government, whether or not
the proposed legislaticn is enacted.

From October 1972 to March 1977 HEW and New York made
numerous attempts to resolve the dispute over the unapproved
plan amendments. At one poirt HEW had an administrative law
judge review the amendments, but he never made a decision on
their approvability. Since March 1977 activity releted to
resolving this dispute has been suspended pending the outcome
of the proposed settlement. Enclosure III shows the chron-
ology of events relating to New York's unapproved social ser-
vices plan amendments.

CLAIMS TO REMAIN OUTSTANDING
AFTER THE SETTLEMENT

If the proposed legislation is enacted and claims are
settled as proposed by HEW, some disputed claims for costs
incurred after October 1, 1975, would remain outstanding.
The following table summarizes the effect of the settlement.

Number Amount

— (billions)
Total claims outstanding i41 $ 3.988
Less total claims to be settled _81 a/ 3.597
Total claims to remain outstanding _60 $ .391

a/Comprised of $2.576 on HEW's records involved in the
negotiated settlem:nt, plus $1.021 billion of New York
claims to be written off,
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We also identified 269 disputed claims totaling $355 mil-
lion for costs other than social services claimed primarily
under the Medicaid and Aid to Families with Dependent Child-
ren (AFDC) programs. We are reviewing HEW's procedures for
settling claims under the social services, Medicaid, AFDC,
and certain other programs and plan to issue a report to the
Concress on *he results,

EFFECT OF SETTI.EMENT
ON UNDISPUTED PAID CLAIMS

According to HEW, the purpose of the proposed legislation
i to "wipe the slate clean" of all social services claims for
expenditures made by Ltates before October 1, 1975, whether or
not the claims are currently in dispute.

In addition to the claims totaling $3.597 billion to be
settled, the States were paid about $6.601 billion for undis-
puted claims from July 1971 through September 1975. According
to HEW, the $6.601 billion in claims would ro longer be subject
to audit or review if the proposed legislation is enacted and
any on-going audits or reviews of these claims would be ter~
minated.

We did not obtain written comments on this report from
HEW; however, we discussed its contents with HEW officials.

We are sending this same¢ report to the Chairman of the
House Ways and Means and Judiciary Committees because the same
legislation was referred to them for consideration. Also,
as arranged with your staff, we are sending copies to the
Acting Director, Office of Management ¢nd Budget; the Secre-
tary of HEW; and will send copies to cther interested parties
upon reguest,

We trust the information in this report will be helpful
to your Committee in considering the proposed legislation.

Sincerely yours,

//l '\\&ﬁ’ W
/Gregzg;‘ . Ahart

Director

Enclosures - 3
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EILLUSURL

AMOUKTS AKD PERCERTAGES OF TOTAL DISPUTED CLAIMS
EACH STATE wnyL0 PE PRID 0P poup ¥IEP

(8] (2) (3) (z; () {6)
e <o .E?é'bgzgr‘ .':5:..‘,3‘2'513 ":”S:‘..f,,’:f’;“iﬁ .131‘3’153‘3?4 et Tt tota)
State unpa‘y by YEW nane; [ONRF) fornula (note s’ W(Mf’“ he ”‘?M;‘ keep
- ————{milliors)

Alabyma - s 1.0 H 1.0 - s 1.0 100
Alasks - 3 7 . .7 100
Arizons - 5.2 5.2 . 8.2 100
Arkansas b/ 3 3.8 - 3.8 $ 2.2 2.2 5
California - 1.5 1.8 - 5.8 100
Connecticut p/ 38.0 60 4.9 2.0 28.9 [}
Florids 28.7 90 §7.8 n.o 400 69
Georgia .7 6.0 6.7 .3 6.3 9
ldaho b/ 1.1 - 1.1 .6 N LH)
I RRREFETY 87.3 188.4 2757 29 220.5 80
Kentucky - 2.4 2.4 - 2.4 100
Louigiang - 1€.7 16.7 - 16.7 100
Maine b/ 2.2 - 2.2 1.3 1.3 85
HMaryland b/ rL - 4.7 .3 14.3 58
dssachusetts b/ 142.0 - 142.0 5.5 75.0 5
Michigan p/ 57.1 8.4 65.8 2.6 4.0 6
Minnesota b/ 49.4 4.0 §3.4 28.6 32.6 6
Missouri - 2 .2 - 2 100
New Jersey b/ 1.3 - 1.3 7 .7 '
New York 94,0 490.0 1,404.0 N4 T04.4 S0
Ohio 151 $.0 201 5.7 10.7 53
Oklahoms - 13.8 3. . 13.8 100
Pennsylvania 4.2 2.8 1.0 1.6 44 [}
rhode Jsland - 1.2 1.2 - 1.2 100
Tennessee (note ¢) .§ .3 - .5 100
Texss 9.7 n. 1274 .0 6.7 "
Washington b/ 2.8 5.6 0.4 19.0 20.6 6
Wisconsin b/ 85.0 6.3 n.ga 3.5 X _80
Total 5 1,800 $.829.% $.2.389.6 £5309 30,368 -}

8/11 the unpdid claims are 65 percent or mare of the tots! If the uipaid “latms are Yess than 85 percent of

#mount | dispute {paid and unpsid claims),

S8 percent of the first $50 million
50 percert of the next $100 million
21 percent of the remainder

the formuls is:

B/The Siztes to which the higher formuly in note o app)tes.

c/Tennessee has unpaid claims of only $4,000.

the tota! amount in dispute, the formyla 1s:

3P percent of the first $5) mi1iton
35 percent of the mext 5:00 mit)ion
21 percent of the remetnder
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HEW'S PROPQSAL VERSUS

APPLYING THE FORMULA TO ALL CLAIMS

HEW propcusal
Proposec payinent State claims Effect of applying same
o€ unpaid clainms maid by HEW.-- formula to all claims

to State under ~tate “eeps T "HEW State
Htate formula money pays State pays HEW
------------------------- (millions)===—mm—omm e T
Alabama - $ 1.0 - $ .6
Alaska - 7 - .4
Arizona -~ 5.2 - 3.2
Arkansas $ 2.2 - $ 2.2 -
California - 1.5 - o
Connecticut 22.0 6.0 19.5 :
Florida 11.0 29.1 -
Georgia 3 6.0 - 3.5
Idaho .6 - .6 -
Illinois 32.1 188.4 - 108.0
Kentucky - 2.4 - 1.5
Louisiana - 16.7 - 10.4
Mainz 1.3 - 1.3 -
Maryland 14.3 - 14.3 -
Miossachusett 75.0 - 75.0 -
Michigan 32.6 8.4 28.4 -
Minnesota 28.6 4.0 26.7 -
Missou. _ - .2 - .1
New Jersey o7 - 7 -
New York 214.4 490.0 - 172.7
Ohio 5.7 5.0 2.6 -
Oklahoma - 13.8 - 8.6
Pennsylvania 1.6 2.8 - .1
Rhode Island - 1.2 - .7
Tennessee (note a) .5 - .3
Texas 34.90 34.7 11.4 -
Washington 19.0 5.6 16.7 -
Wisconsin 36.5 6.3 .33.3 -
Total $§ 531.9 $ 829.5 $ 232.7 $ 318.4

a/Tennessee has unpaid claims of only $4,000 and would be paid only
$1,500.

Net amount States would pay HLW if formula were

applied to all claims ($318.4 - $232.7) $ 85.7
Under HEW's proposal States whuld receive $521.9
If formula were applied to al. claims, States would pay _85.7

Total benefit to HEW if formula were applied to
all claims $617.6

2
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ENCLOS"RE III

CHRONOLOGY OF EVENTS SURPOUNDING NEW_YORK'S

DECEMBER 1971 SOCIAL SERVICES STATE_PLAN_AMENDMFNTS

December 1971 -

January 1972 -

June 1972 -

October 1972 -

April 1973 -

May 1973 -

September 1972 -

December 1973 -~

December 1973
thru March 1974-

January 1974 -

State submitted rlan amendments to HEW
Region 1I1I.

Regional Commissioner acknowledged receip:
of the State's plan amendments.

Claim totalina about $359 million submitted
against the ac yet unapproved plan amend-
ments. This claim was routinely paid.

HEW began questionina approvatility of the
amendments. The State continted to submit
claims which were not paid.

State hired a Certified Public Accounting
firm to reconstruct its records on the clains.

HEW Region If wanted to review the method
usecd to reconstruct the State's records on
the claims, Lut the State refused. State
iater (in the fall of 1973) submitted a
summary of tae reconstructed records to the
region.

HEW Regional Commissioner recommended dis-
approval of the _lan amendments.

Governor Rockefeller requested the assistance
of the Secretary of HEW in resolving the pro-
blems associated with the State's plan amend-
ments.

Nurerous HEW-State meetings held to review
the amendments.

The Secretary of HEW sent a letter to Governor
Wilson stating that HEW expected to make a de-
termiration on the approvability of the amend-
ments upon final resolution of the legal
issues by the HEW General Counsel.
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March

March

Mid-

July

March

March

1974

1974

1974

1974

ENCLOSURFE 1II

The secretary of HEW sent a letter %o Governor
Wilsoyn statirg that the review of the plan
amendments would be completed by the end of
March.

HEW headquarters' ~taff reviewed the amend-
ments and prepared a summary on its analysis.
Th~ staff recommended that certain sections
0of the amendments be disapproved and other
sections be approved only if the State sub-
mitted appropriate explanations, deletions,
or limitations.

The case was turned over to an administrative
law judge, who was to make a recommendation
to 4E¥ as to the apy: ovability of the plan
amendments. NG dec: ion was ever made.

HFW sent o letter to the State informing it
of HEW's decision to disapprove the plan
amendments.

HEW decided to tenduct a lirited review ot the

State's claims. HEW and the State entered into
a writcen agreement to exclude %he claims from

HEW's formal review and disallc: anrce process.

HEW began discussions on the possibility of
a settlement for all social services claims
at issue before Cctober 1, 1975. <—Therefore,
activity relating to the State's plan amend-
ments w23 suspended.





